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Introduction
Research on international accounting provides evidence on the economic effects that the quality of financial reporting has had on the workings of financial markets, for example on the volume of international capital flows [Young and Guenther (2003) ] and the cost of equity capital for firms in these markets [Leuz and Verrecchia (2000) , Cuijpers and Buijink (2005) , Daske (2006) ]. Financial statements supply valuable information to agents that make decisions based mainly on public financial information, which is the basic link between investors and firms that access capital markets.
Consistent with the efforts provided by the International Accounting Standards Board (IASB) and other international institutions, a large number of countries have adopted IFRS as their basis for financial statement accounting. In order to guarantee the high degree of transparency and comparability of financial information, which contributes to the efficiency of the capital markets, on July 2002 the European Commission (EC) introduced the requirement that all listed European Union (EU) companies report in accordance with IFRS endorsed accounting practices for fiscal years starting on or after 1 January 2005. This decision implies an increasing international convergence of accounting standards, which is the final goal of the international process of harmonization of accounting and financial reporting standards.
The adoption of IFRS presents fundamental changes for companies involved and for users of financial statements due to the existing differences between domestic standards (local GAAP) and IFRS.
However, despite of the relevance of this event, the empirical evidence about the material effects of this change across countries is scarce. This article examines the annual reports of Spanish listed groups that adopt the IFRS in 2005 in order to quantify the impact of such adoption on consolidated financial statements and to identify the factors or characteristics of firms that influence their choice of reporting policies.
The main hypothesis to be tested in the paper is that managerial decisions regarding the choice of reporting policies are taken with the objective of improving reported financial performance. Those reporting choices improve financial ratios, which in turn influence decisions taken by agents.
More particularly, the main research questions we investigate are as follows:
1) Has the implementation of IFRS had a significant impact on firms´ reported equity and net income? Which are the reporting options offered by IFRS that are preferred by firms when preparing their financial statements?
2) What are the characteristics of firms that help to explain the observed choices of reporting alternatives and that, at the same time, determine the impact on their financial statements?
The discussion of the research focuses on the effects of mandatory IFRS adoption on Spanish Dumontier and Raffournier (1998) , Murphy (1999) , ElGazzar et al. (1999) , Street and Bryant (2000) , García and Zorio (2002) , Glaum and Street (2003) , Cuijpers and Buijink (2005) , Francis et al. (2008) ] or considers partial samples of the Spanish Market [Callao et al. (2007) ]. Overall, evidence suggests that the impact of IFRS adoption is associated with factors that characterize the country institutional environment (i.e. country law system and enforcement regime).
In contrast to prior studies analyzing the effects of the earlier application of IFRS, we focus on the mandatory adoption effects in Spain, characterized as a code-law country with almost non voluntary adopters 1 . As a consequence, the stakeholder model predominates at the company level and accounting standards have a strong impact on corporate taxation, since they are the basis for the calculation of corporate income taxes. Opposite to accounting standards developed in code-law systems, IFRS are shareholder oriented and not affected by tax reporting considerations. Additionally, IFRS promote the "true and fair" value criteria for presentation of financial statements (versus the "prudent" approach pursued by the Spanish accounting standards) and provide multiple options that affect the presentation, recognition, and measurement criteria for the preparation of financial statements.
Adjustments introduced as a consequence of the movement from Spanish GAAP to IFRS can be classified in two groups: i) those resulting from the recognition (or derecognition) of some assets and liabilities that are required to be reported for the first-time by IFRS (for example IAS 39 requires recognition of all derivative financial assets and liabilities that were not recognized under previous local GAAP; conversely, IAS 38 does not permit recognizing research expenditures or start-up costs that were allowed under local GAAP); and ii) those relating to the choice of multiple alternatives under IFRS that differ from those previously recognised under local GAAP (for example IAS 16, IAS 38 and IAS 40 permit the cost / revaluation models to measure certain categories of assets subsequent to initial recognition, while local GAAP just allows the cost model The overall findings of our research suggest that companies adopt the most conservative criteria to determine net income and equity. More specifically, with respect to presentation and measurement practices, companies limit the number of changes they introduce related to the Spanish GAAP. For instance, subsequent to initial recognition of property, plant and equipment and intangible assets, 95% and 98% of the groups, respectively, apply the cost model versus the revaluation model.
Based on the analysis of the main adjustments on equity and net income, we find that the differences resulting from the adoption of IFRS are statistically significant. For the full sample, the results show a decrease on reported equity of 1.91% and an increase on reported net income of 4.6%. Differences between industries are also significant; firms in Consumer services, Consumer goods, Oil and Gas, and Basic material, Manufacturing and Construction, industries show the highest differences in reported net income and equity compared with those reported under conventional accounting practices. These results are consistent with findings in Callao et al. (2007) and Hung and Subramayam (2007) , who highlight the significant impact of IFRS on the figures reported in financial statements. In addition, we find that certain characteristics of the firms, such as industry, size, auditor's opinion and capital structure, play an important role in explaining the probability to adopt the optional accounting criteria provided by the IFRS to prepare the financial statements.
A major understanding of the impact of IFRS on first-time adopters and the influence of firm characteristics on the option election, could assist the international organizations such as the IASB or the Financial Accounting Standards Board (FASB) to support the projects they are carrying out jointly,
1.
We find that just five multinationals (Volkswagen Aktiengesellschaft, Arcelor S.A., Bayer Group, European Aeronautic Defence and Space Company N.V. and Amadeus Global Travel Distribution S.A.) were early adopters.
2.
We categorize an specific accounting criteria as "conservative" when this is considered simultaneously under IFRS and local GAAP and it is presented by the firm to prepare the financial statements in compliance with IFRS.
according to their agenda 2006-2008 3 , and other interested countries that are evaluating the acceptance of IFRS in a short-term period.
The remainder of this paper is organized as follows. In Section 2, the relevant literature is reviewed in developing the research's testable hypothesis. Section 3 describes the sample selection and data and outlines the empirical methods used in this article. In Section 4, we report the statistical results.
Section 5 summarizes and concludes the study. 
After the Norwalk Agreement in

Effects of IFRS Adoption: Financial Reporting Consequences
International accounting literature that precedes the first empirical studies on the effects of IFRS adoption had focused its attention on two different issues: a) the analysis of the main difficulties and opportunities that IFRS adopters find regarding the transition to IFRS [Haller and Eierle (2004), Sucher and Jindrichovska (2004) , Vellam (2004) , Delvaille et al. (2005) , Hoogendoorn (2006) ]; b) the study of the determinants and consequences of the voluntary adoption of non-local GAAP (Dumontier and Raffournier (1998) , Murphy (1999) , El-Gazzar et al. (1999) , Street and Bryant (2000) , García and Zorio (2002) , Glaum and Street (2003) , Cuijpers and Buijink (2005) , Francis et al. (2008) ].
Based on the GAAP Convergence 2002 Survey directed by BDO et al. (2003) , Street and Larson (2004) and Larson and Street (2004) find that the principal barriers to convergence in EU countries are the complex nature of particular IFRS (including financial instruments), the limited experience with some transactions (e.g. employee benefits and retirement benefit plans) and the taxorientation of many national accounting systems. The different approaches between countries adopting IFRS (voluntary/mandatory adopters) provide the framework of our study. In a later stage, we examine the effects of the mandatory adoption of IFRS on the Spanish groups.
Despite of its importance, we find little empirical evidence quantifying the impact of IFRS on financial statements and examining the accounting policies adopted by different companies, from different industries, that determine the magnitude of the impact and its significance [Jermakowicz (2004) , Aisbitt (2006 ), Callao et al. (2007 , Hung and Subramayam (2007) ]. Jermakowicz (2004) examines the adoption of IFRS by BEL-20 firms in Belgium and provides insights into IFRS implementation problems bases on a survey sent to these companies. She finds a significant impact on the reported equity as well as net income of the first-time IFRS adopters in 2003 (3) and predicts that the biggest impact of IFRS will be around the following areas: a) recognition of deferred taxes, mergers and acquisitions and financial instruments (especially for financial institutions); and b) valuation of assets and retirement benefits. Aisbitt (2006) analyzes the effect of the transition to IFRS in equity on UK´s FTSE 100 index at 1 January 2005. Her results indicate that the change to the final net assets figure is not significant.
However, the effect of particular standards on individual line items in the balance sheet requires careful attention. Callao et al. (2007) evaluate the effects of the IFRS adoption on the comparability and relevance of financial reporting. They focus on Spanish listed groups that comprise the IBEX-35 at 30
June 2005. The results of the study show that the adjustments that companies make have a significant impact on the financial statements and the book-to-market ratio varies significantly depending on the accounting standards they apply. Hung and Subramayam (2007) investigate the financial statement effects of adopting IFRS in Germany during the period 1998-2002, and they find that book value of equity and total assets, as well as variability of book value and income, are significantly higher under IFRS than under German GAAP.
The current research extends the work of previous literature by examining the effects of IFRS on Spanish groups. The first hypothesis we include in the first stage of the study tests the significance of the impact of IFRS on book value of equity and net income. For this purpose, we observe the R 2 of the models and the statistical significance of both variables. In order to provide incremental information beyond the aggregate equity and net income impact, we disaggregate the balance sheet into the main items: non current assets, current assets, non current liabilities, and current liabilities; and the income statement into the following steps: sales, gross operating income, net operating income, income from continuing operations, income before taxes and income taxes. It should be remarked that adjustments required to move from Spanish GAAP to IFRS at the time of first-time adoption should be recognized directly in equity and net income and our approach allows us to explain how the transition from previous GAAP to IFRS affects the entity´s reported financial position.
H01:
The impact of IFRS adoption on 2004 consolidated financial statements (in particular, equity and net income attributable to common shareholders) of Spanish listed groups is statistically significant.
Influence of Corporate Characteristics on the Accounting Criteria Election
A large number of studies have addressed the influence of corporate characteristics on financial reporting [Cooke (1989a [Cooke ( , 1989b , Wallace et al. (1994) , Giner (1997) ]. In the last ten years, these articles focus their attention on a set of firm-specific factors for their association with the voluntary adoption of IFRS [Dumontier and Raffournier (1998) , Murphy (1999) , El-Gazzar et al. (1999) , Street and Bryant (2000) , García and Zorio (2002) , Glaum and Street (2003) , Cuijpers and Buijink (2005) , Francis et al. (2008) ]. The authors of these researches coincide with the majority of the factors used, including listing status, industry, size, ownership structure, financial leverage, profitability, and type of auditor; however they reach different conclusions ( Previous research has consistently identified company size as positively significantly associated with the accounting method and the level of disclosure. Alternative hypothesis can explain the differences across firms in their accounting criteria election and corporate disclosure: (1) Competitive advantage, large companies may have more resources to prepare financial disclosure and support their implicit costs [Belkaoui and Kahl (1978) , Firth (1979) ]; (2) Management advisors, large companies are more likely to have well-qualified accounting advisors [Butters and Niland (1949) ], and (3) Political costs, large firms may have more incentives than small firms to analyze and select those accounting criteria that minimize the impact on accounting numbers [Watts and Zimmerman (1978 and 1990) ]. Consistent with Cooke (1989b) and Street and Gray (2002) , the variable size is measured as Total Assets (T_ASSETS) in euros, Net Sales (SALES) in euros and Operating Income (Op_INCOME) in euros. The coefficient on size is expected to be associated with the accounting criteria election.
The capital structure can also influence the corporate disclosure and accounting criteria election of companies. Financial intermediaries lend money to firms based on an established contractual structure which usually includes covenants and collateral as mechanisms to control and monitor the behaviour of the borrower. Prior literature shows that accounting-based debt covenants (i.e. interest expenses/ebitda, net financial debt/ebitda) are important factors in accounting choices [Watts and Zimmerman (1990) ]. Chen and Wei (1993) find that managers have incentives to select accounting methods to avoid covenants violation. Therefore, leverage increases the default risk and managers may change accounting criteria under IFRS to reduce company risk. The coefficient on LEVERAGE is expected to be associated with the accounting criteria choice. The variable LEVERAGE is defined as 1 -Equity/Total Assets.
Several studies have addressed the association between industry and extent of compliance with GAAP-required disclosures, and measurement and presentation requirements [Wallace et al. (1994) , Giner (1997), Street and Bryant (2000) , Glaum and Street (2003) ]. Accounting methods are used in different ways across industries, due to regulatory issues as for financial institutions and insurance companies, and to differences in industries' opportunity sets, for example firms integrating Oil and Gas and Consumer services industries present their cash flow statements using the indirect method (option 2 under IAS 7), while firms integrating Technology and Communications industry use the direct method (option 1 under IAS 7). Wallace et al. (1994) establish that firms from the same industry may adopt similar disclosure practices additionally to those for companies in all industries. If industry drives corporate reporting strategy within-industries, we can expect companies following a different corporate reporting strategy as others of the same industry may be penalized by the market. Following the Spanish Stock Exchange classification, INDUSTRY variable is a label attached to the firms and it is coded as: (1) Banks and other financial institutions, (2) Consumer goods, (3) Basic materials, Manufacturing and Construction, (4) New Market, (5) Oil and Gas, (6) Insurance, (7) Consumer services, (8) Real Estate, and (9) Technology and Communications.
Profitability ratios and operating margins are one of the main variables followed by analysts, because they are based on companies' results and income numbers capture in a highly rate the information which becomes available during the year [Ball and Brown (1968: 176) ]. Empirical evidence supports the strong relationship between accounting performance measures and market return [Beaver (1968) , Easton and Harris (1991) , Easton et al. (1992) , Dechow (1994) , Francis et al. (2002) ]. Two competing arguments are highlighted to influence on the income numbers: (1) Based on agency theory, it could be expected that managers have incentives to adopt accounting methods increasing income numbers; (2) Based on the signalling theory, managers may use the adoption of IFRS to raise their results and give "good news" to the market. Consistent with Hung (2001), we define Return on Equity (ROE), as Net Income/Equity lagged one year, is used as a surrogate of performance measure.
Prior research on information disclosure and voluntary adoption of IFRS provides evidence about the association between quality of financial information and type of auditor [Dumontier and Raffournier (1998), Giner (1997) , Street and Bryant (2000) , Glaum and Street (2003) ]. We expect that the type of auditor influences the accounting methods choice. This hypothesis is based on two complementary arguments: (1) Companies audited by the "Big Four" (PricewaterhouseCoopers, Deloitte
Touche Tohmatsu, Ernst&Young, and KPMG) try to reduce their agency costs by contracting with these auditing firms; (2) Auditing firms may have incentives to maintain their reputation in the market through the high level of audit quality. Additionally, the strong international presence and the active participation in the convergence process of the "Big Four" label them in the market as experts in auditing and accounting regulation. To explore the influence of the type of auditor on the accounting criteria election, variable BIG4 categorizes companies in Big Four/Non-Big Four (Others) audited companies. Street and Bryant (2000) explore the association between compliance and/or disclosure level, and the manner in which the audit opinion addresses the type of accounting standards used by the companies. Also, Street and Gray (2002) argue that the type of accounting standards and noted exceptions used by the company, as stated in the auditor report, might be associated with the extent of compliance with IFRS-required disclosures and measurement presentation requirements. Based on prior literature, it could be expected to find an association between accounting criteria election and the level of compliance with IFRS-required disclosure reported in the auditor report. Therefore, we explore this association classifying the audit opinion in the following categories: (1) an unqualified opinion, (2) a qualified opinion arising from a simple deviation from the GAAP, (3) a qualified opinion based on a scope of limitation, and (4) a disclaimer.
H02:
The corporate characteristic i influences the j accounting criteria election (i.e. presentation, recognition and valuation options under IFRS), used to prepare the financial statements. Methodology Table 2 ). The models in equations [1] and [2] are estimated using robust statistics that controls for outliers effects. Robust methods attempt to minimize the effects of outliers as well as erroneous assumptions on the shape of the distribution [Huber (1981) ]. Additionally, bootstrap procedure is used to obtain improved finite-sample critical values for test statistics. This alternative method appears to give reasonable confidence when the sample of the study is not large 
Sample Selection and Data Source
Empirical Models
      P SpanishGAA IFRS E E 1 0       P SpanishGAA IFRS E E
NC_ASSETS: (NC_A1 -NC_A0) / ((NC_A0 + NC_A1)/2)
4. Cañibano and Mora (2000) apply a bootstrapping procedure to test the significance of changes in the C index as a way to evaluate de facto accounting harmonization.
NC_A1: non-current assets ( I_G.OpINCOME: (GOpI1 -GOpI0) / ((GOpI0 + GOpI1))/2) GOpI1: items determining gross operating income (GOpI) under IFRS at 31 December 2004; Therefore, the impact of individual IFRS options on financial statements can not be estimated and this is a limitation of the research related to the IFRS adoption studies. To have a better understanding of the companies' behaviour during the adoption process and its impact on financial statements, we determine the influence that corporate characteristics have on IFRS accounting choices. Section 3.2.2 introduces the empirical method we use to examine this relationship. 1 if company has total assets higher than the median, 0 if otherwise.
SALES: net total sales in euros.
Op_INCOME: operating income in euros.
LEVERAGE: financial leverage ratio, defined as: 1 -Equity/Total Assets.
ROE: return on equity ratio, defined as Net Income/Equity lagged one year. We run stepwise regressions to determine the corporate characteristics that influence the probability to select criteria j. The election of the best model for criteria j is based on the Akaike's
. In terms of regression models, the traditional criteria based on maximum likelihood improves the adjustment to the dependent variable, regardless of the number of explicative variables included in the model. The AIC includes a penalty that is an increasing function of the number of estimated parameters. This penalty avoids overfitting and, as a consequence, the preferred model is finally the one with the lowest AIC value. It may be considered other alternatives or criteria regarding the complexity of the model, like the Schwarz criterion (or BIC), although the penalty for additional explicative variables is stronger than that of the AIC [see review in Burnham and Anderson (2002) ].
Industry is considered as a label attached to the firms, so we use the Fisher test to find the relationships between the industry and the IFRS accounting options. We codify companies in the following sectors: (2) Consumer goods, (3) Basic materials, Manufacturing and Construction, (4) New Market, (5) Oil and Gas, (7) Consumer services, (8) Real Estate and (9) Technology and Communications.
Dependent Variables
Based on an examination of the IAS/IFRS endorsed by the EC and mandatory for fiscal year 2005 (including IFRS 1, First-time adoption of IFRS), Table 3 summarizes the main optional accounting criteria considered in this study. Each IAS/IFRS is codified as a dependent variable based on multiple criteria allowed, and an additional exception criteria is included for those circumstances in which it can not be inferred if the firm does not disclose information related to a particular option or this one is not applicable (Not disclosed/Not applicable). A complete review of the 2005 annual reports is carried out to minimize the possibility that companies would be penalized in the model for optional accounting methods that were not applicable. 5 The AIC, defined in 1973 by Hirotsugu Akaike, is a method widely used in the statistics literature for model selection. The AIC measures the model goodness-of-fit in terms of the estimated error variance and, simultaneously, penalizes for selecting models with a large number of parameters, so the final model keeps the most significant explicative variables. The AIC is given by the expression: Stepwise Reg.
Impact on Equity and Net Income
Stepwise Reg.
The analysis of the results of model [1] Thus, main adjustments are associated with income from intangible assets, PP&E and long-term investments (including change in provisions), treasury stocks and corporate bonds activities, other extraordinary income and net income from discontinued operations.
Corporate Characteristics that Influence Accounting Criteria Election
DESCRIPTIVE STATISTICS
Panel A in Table 5 reports the estimated frequencies for each IAS/IFRS codified depending on multiple accounting methods that we describe in Table 3 . For the entire sample, the analysis of the frequencies reveals that companies apply more conservative criteria to limit the number of changes they introduce related to the Spanish GAAP, such as:
▪ IAS 16/IAS 38: subsequent to initial recognition of PP&E and intangible assets, companies apply the cost model (95% and 98%, respectively) versus the revaluation model;
▪ IAS 1/IAS 7/IAS 14: companies achieve uniform application of accounting policies they consider to prepare the structure and content of financial statements:
▫ IAS 1a, statement of changes in equity: companies present all changes in equity (89%) versus changes in equity other than those arising from transactions with equity holders acting in their capacity as equity holders;
▫ IAS 1b, balance sheet: 100% of the groups present a classified balance sheet differentiating current and non-current assets and liabilities (vs. based on liquidity);
▫ IAS 1c, analysis of expenses: 100% of the companies categorize expenses included on the (1 company uses multiple criteria simultaneously). For companies that make reference to government grants related to income (55%), 45 present the grant as an income and 3 deducted from the related expenses. In the case of government grants related to assets (70%), 54 present the grant as a deferred income and 8 deducted from the asset.
Examples of disclosures omitted more frequently by companies include: In contrast to prior literature, the analysis of previous results partitioned by industries reveals that exist a significant association between industry and accounting policies that companies choose and level of disclosure (see Panel B in Table 5 ). Based on a significance level of 0.05, Fisher's exact test findings indicate the industry is associated with criteria related to IAS 1a, IAS 2, IAS 7, IAS 14, IAS 19, IAS 20b, IAS 23, IAS 31 and IAS 40, and exceptions and exemptions included in IFRS 1e, IFRS 1f, IFRS 1g and IFRS 1k . This is consistent with the argument in Wallace et al. (1994) that companies in the same industry have incentives to follow the same reporting strategy (especially, presentation and recognition practices, in our case). Specifically, companies in Industry3 (Basic materials, Manufacturing and Construction) and Industry5 (Oil and Gas) provide more details than do companies in other industries. Table 6 reports the results of estimating equation [5] . In response to research question number 2 posed in the introduction, this equation is used to determine the characteristics of the firms that influence the probability to adopt criteria j. For each IAS/IFRS codified depending on multiple accounting criteria described in Table 3 AUDITOR_OP is more associated with optional accounting criteria affecting the measurement basis and recognition than criteria affecting the presentation of financial statements.
FULL SAMPLE LOGIT RESULTS
▪ LEVERAGE: IAS 1a, IAS 16, IAS 20a, IAS 20b and IAS 40;
Both presentation and measurement practices are associated with the capital structure of the firm. However, we do not find any relationship between LEVERAGE and recognition practices.
Our findings also revel that variables BIG4 and ROE are not frequently associated with optional accounting methods included in IAS. Thus, the hypotheses H02 for these two variables can be rejected.
As illustrated in Table 6 , all of the variables that are statistically significant in previous models remaining significant in models with IFRS 1i serving as the dependent variable: Note: In logistic or multinomial regression it is defined the logarithm of odds (ratio) between the response category(ies) and the reference category (category 1). Then, this term is related by means of a linear regression respective to the rest of quantitative variables. The corresponding weights with significant positive (negative) coefficients increase (decrease) the likelihood of the response category(ies) with respect to the reference category. the interactions between financial reporting choices and corporate characteristics of these groups. As we noted earlier, the effective adoption of IFRS across different jurisdictions and progress in addressing main issues included in the international standards setters' agendas depend on many interested parties involved. Research into these matters could help us better understand the evolution of the international process of convergence across countries.
Our initial analysis reveals that the impact of the first-time adoption of the IFRS on Spanish listed groups' financial statement is significant. For the whole sample, the results reflect a decrease on equity of 1.91% and an increase on net income of 4.6%. These findings are consistent with the results on this topic in Jermakowicz (2004) and Callao et al. (2007) . Differences between industries are also significant; specifically firms in Consumer services, Consumer goods, Oil and Gas, and Basic material, Manufacturing and Construction industries present the most important impacts. In addition, we find that main adjustments that companies introduce and are also important in explaining the variations in equity and net income are positively associated with non-current assets and items determining income before taxes respectively. The adjustments that companies introduce are linked to the optional accounting methods provided by the IFRS. Overall, the results suggest that Spanish listed groups apply more conservative criteria to limit the number of changes they introduce related to the Spanish GAAP. More specifically, companies: (1) achieve uniform application of accounting policies considered to prepare the structure and content of financial statements, and (2) auditor's opinion and capital structure, play an important role in explaining the probability to adopt the optional accounting criteria provided by IFRS. The heterogeneity of the findings across firms is consistent with our view that financial reporting characteristics are shaped by companies' incentives, which are conditioned by managerial decisions.
Our suggestions for future studies focus on the different impacts of the regulation in other capital markets. Insights into the process through which financial reporting is developed and implemented and its economic consequences around the world, offers interesting settings. Towards this end, we find an opportunity to evaluate changes in disclosure quality across countries that have recently adopted IFRS and their direct capital-market effects. Interestingly, there is no evidence about how local institutional infrastructures affect the final outcomes.
